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The Modified Hubbart Formula to determine 


the hotel room tariff has been in operation for the past 
20 years. Because of certain ambiguities that had crept 
into its interpretation and application, the Government 
decided in 1978 to set up a Study Group to examine hotel 
construction and operational costs and suggest a new formula, 
if considered necessary, to determine the hotel room tariff 
structure. 

2. The Study Group formed was drawn from various 
disciplines representing the hotel industry , credit 
institutions, public sector undertaking, and also had as 

members representatives of the Department of Tourism, a 

■ / 

chartered accountant and an economist. The very fact 
that the Report of the Study Group has been unanimous 
despite diverse views reflects the serious thought and 
effort that have gone into arriving at a new formula 
acceptable to all parties. 

3. The delay in finalising the Report has been mainly 
due to the poor response that the Study Group received 

to the questionnaires that had been circulated among 




hoteliers for obtaining the basic data required by the 
Study Group. However, this did not prove b deterrent to the 
professional competence of the Study Group members in 
coming up with a new formula for structuring- the hotel 
room tariff, as also in recommending additional measures 
for rationalising the hotel construction and operational 
costs. 


4. 1 would like to place on record my deep 
appreciation of the unstinted co-operation extended to me 

by the members and member-secretary of the Study Group and 
for undauntingly pursuing the task resulting in this Report. 

1 would also like to thank Shrl S.K. Nangla, Assistant 
Divisional Manager (Hotels Finance), India Tourism Development 
Corporation for his untiring cooperation when frequently 
called upon to make Innumerable calculations in support of the 
various formulae considered. 1 would also like to acknowlegge" 
the help given by Shrl R.M. Purl, Senior Research Officer in 
the Department Of Tourism 4ft supplying the information 
regarding hotel occupancy and other related statistics. 

5. I present this Report of the Study Group with the 
earnest hope that it will be found useful, and pave the 
way for a more systematic approach to tackling matters 
relating to the hotel industry. 

(MiFStft. Mental 

September 1980 Chairman 
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CHAPTER ■ I 


INTRODUCTION 


1.1 It was in the 1950's that the Govt, decided to rationalise 
the room tariff structure of hotels in the country, and in 
pursuance of this decision set up a Hotel Standards and Rate 
Sturucture Committee in 1957, The terms of reference of this 
Committee inter-alia stated "talcing into account the price level 
obtaining in India, the cost of hotel-keeping and other relevant 
factors to recommend rational rate structure for each category 

of hotels and other establishments. " 

1.2 The Hotel Standards and Rate Structure Committee submitted 
its report to the Government in June 1958. With regard to the hotel 
room rate structure, the Committee observed that while each hotel 
determined the room tariff taking into account the construction 
cost, operational costs, value of land and building, prices of 
commodities etc., no uniform pattern had become discernible in 
arriving at the room tariff. The Committee therefore expressed 

the view that it was essential that a formula be evolved for 
rationalising the determination of hotel room tariff. The 
Committee thus suggested the adoption of the Hubbart Formula 
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followed by the American Hotel and Motel Association with 
appropriate modifications to suit Indian conditions. The Modified 
Hubbart Formula as recommended by the Committee (Annexure I) was 
accepted by the Government for determining hotel room tariff in the 
country. The Committee further recommended that the responsibility 
for giving approval to hotel room tariff based on the Modified Hubbart 
Formula should rest with the Department of Tourism. 

1.3 In 19 62, the Government appointed a Hotel Classification 
Committee to classify hotels on the internationally accepted star 
system. For reviewing the star category of classified hotels and 
the rates charged by such hotels, as also to classify new hotels 
according to the star system, the Government appointed the Hotel 
Review and Survey Committee in 19 67 with the additional objective of 
determining a rational basis for standardising room tariff for hotels 

of each star category. This Committee recommended the continuanace 
of the Modified Hubbart Formula for determining the hotel room tariff 
of approved and classified hotels. Subsequently, the Department of 
Tourism slightly amended the Modified Hubbart Formula by delating the 
income-tax paid by the hotel from its operational costs. 

1.4 The Modified Hubbart Formula was thus in operation for 
determining the hotel room tariff for almost 20 years* It was thus 
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felt that a review of the Formula was necessary as over the years 
certain ambiguities had crept in its application due to different 
interpretations of the Formula. For instance, in some cases the 
return on land and building was claimed twice once at 6% or 8% 
on their value and again at 10% on the capital employed which also 
included the cost of land and building. In some cases "capital 
employed in hotel-keeping" was interpreted as only the working 
capital. To obviate such anomalies in the Interpretation of the 
Modified Hubbart Formula, the Government decided to undertake a 
review of the Formula, as also die examine in depth the hotel 
construction and operational costs for determining, if considered 
necessary, a new formula on which hotel room tariff could be 
structured. Accordingly, a Study Group was set up (Annexure- II) 
by the Government in Octobe r 1978 wi th the following composition 

i) Miss A. Mehta Chairman 

Addl. Director General 

Department of Tourism. 

ii) Shri S.R. Ratnakar Member 

Joint Director General, 

Department of Tourism. 

iii) Shri M.T.R. Sarma/Dr. Raj Bardouille/ Member 

Sri S.R. Chawla, Representing the 

National Council of Applied Economic 
Research 
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iv) Shri K.D. Kale, Member 

Representing the India Tourism 

Development Corporation. 

v) Shri V. P. Kamath, Member 

Representing the Industrial Finance 

Corporation of India. 

vi) Shri P.P.S. Lamba, Member 

Representing the Federation of Hotel 

& Restaurant Associations of India 

vii) Shri G. Naqshband, Member 

Representing the Travel Agents 

Association of India. 

viii) Shri Arun Gandhi, Member 

Chartered Accountant 

ix) Shri K. Kumar, Member-Secretary 

Assistant Director 

Department of Tourism. 


1.5 The Study Group at its first meeting held on the 
23rd October, 1978 decided to co-opt Shri Pesi M. Shaw, Technical 
Director of Fariyas Hotel, Bombay as a member of the Study Group 
in view of his knowledge and experience of hotel operation. In 
the last two meetings of the Study Group held on 27.12.1979 and 
3.3.1980, Shri Aj it Kerkar, President, and Shri Ram Pershad, 
Vice-President of the Federation of Hotel & Restaurant Associations 
of India also joined the Study Group in its deliberations. 



5 


1.6 In the following Chapters are discussed tne methodology 
adopted in obtaining the data, the revised formula which was 
evolved and the final formula recommended,. In the last Chapter, 
additional recommendations are given which the Study Group 
considered essential for rationalising the hotel construction 
and operational costs which would benefit both the consumers 
and the hotel industry. 
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CHAPTER II 

METHODOLOGY ADOPTED 

2.1 The Study Group held six meetings on 23.10.1978, 27.1.1979, 
12.9.1979, 10,10.1979, 27.12.1979 and 3.3.1980. The Study Group 
took note of the fact that in its task to review the existing 
Modified Hubbarat Formula and to suggest a new formula, if necessary, 
for determining the hotel room tariff, it would have to consider the 
following points specifics lly:- 

i) Analysis of the construction and operational costs of 
different categories of hotels in order to assess whether these 
costs can be rationalised without lowering the hotel 
standard; 

ii) Analysis of the over-head expenditure in different 
categories of hotels for assessing whether this expenditure 
can also be rationalised without lowering the hotel standard; 

iii) To reconcile the anomalies found in the Modified Hubbart 
Formula in its application; and 

iv) To evolve a new formula, if considered necessary, for determining 
the hotel room tariff in different categories of hotels which 
besides ensuring a fair return on investment, would also be 
considered reasonable by consumers. 
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2.2 The Study Group thus drew up a comprehensive questionnaire 
(Annexure-III) for eliciting requisite information from hotels on the 
approved list of the Department of Tourism. The questionnaire 
solicited information on various aspects of hotel construction and 
operation. The Study Group felt that by establishing a broad 
relationship between the various factors which influence the 
construction and operation of hotels, a reasonable rate of return 
can be expected without sacrificing the standard in the quality 
of the amenities and services offered. The Study Group also felt 
that based on the information received on construction costs, 
norms could be devised to give an idea of the functional relationship 
between the various areas of the hotel such as public areas and 
guest rooms, dining area and kitchen area, size of the hotel and car 
parking area, etc. which could serve as a guide to entrepreneurs 
for exercising maximum possible economy in the provision of 
non-revenue generating areas in the hotel, and at the same time 
preventing congested and unhygienic conditions. In this manner, 
the hotel tariff could be maintained at a reasonable level, and 
to achieve this purpose, the Study Group felt that fiscal and 
other incentives to stimulate investment in the hotel industry 
could also be suggested for the consideration of the Government. 
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2.3 Out of 313 hotels on the approved list of the Department 
to whom the questionnaire had been circulated, only 50 odd hotels 
responded. Even in their case, the information was not complete. 
The Study Group thus expressed its disappointment over this 
near absence of any significant response from the {hotel industry 
in furnishing replies to the questionnaire. 

2.4 After considering various aspects, the Study Group 
decided that the practical approach in the given circumstances 
would be to obtain fresh information from hotels, and that the 
information should be confined only to those variables whlph 
influence tariff structuring. The variables Identified were 

i) Capital employed (share capital plus r eserves plus 
borrowing). 

ii) Return (on own funds and borrowing); 

iii) Average annual room occupancy; and 

iv) Efficiency (gross operating profit less shop rentals, 
subject to interest and depreciation) 

2.5 Keeping in view the fact that even a long wait of 

8 months failed to elicit any useful information from the hotel 
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industry, the Study Group decided to follow a selective approach 
in obtaining the information based on the revised questionnaire 
(Annexure - IV). It was thus decided that besides circulating the 
revised questionnaire to about 250 hotels, the ITDC, IFCI and the 
Maharashtra State Financial Corporation may also be requested 
to supply information in respect of hotels owned and financed by them 
respectively. Here again very few hotels responded to the 
questionnaire, and the general concensus was that the Information 
furnished was inadequate and would not serve the purpose in view. 
The Study Group had thus perforce to give up the examination of hotel 
construction costs which would have additionally enabled it to 
suggest norms for rationalising hotel construction, and limit its 
task to the examination of only the hotel operational costs 


for determining the room tariff. 
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CHAPTER III 
THE REVISED FORMULA 

3.1 Having limited the scope of its task, the Study 
Group turned its attention to examining the following points 
having a bearing on hotel tariff structuring 

i) whether the return on property, viz., land and 

building, should be calculated on the basis of its 
present-day fair value; 

ii) whether the return should be calculated on the 
historical value i.e. book value of the property 
after allowing for depreciation. 

ill) whether in case the return was calculated on the 
present-day fair value of the property, interest 
and income-tax should be allowed as expenditure. 

3.2 The Study Group also considered the revised Hubbart 
Formula now being followed by the American Hotel and Motel 
Association (Annexure-V). The pros and cons of this revised 
Hubbart Formula and the Modified Hubbart Formula being followed 
by the Department of Tourism were considered at length. The Study 
Group felt that to enable it to proceed further in the matter. 
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it required certain specific information, and thus requested 
selected hotels to work out their hotel tariff on the basis of 
the following four alternative s*.- 

(i) On the basis of the revised Hubbart Formula followed 
bv the American Hotel and Motel Association 

a) by taking present-day fair value of the property, 
viz., land and building. The net return in this 
case to be arrived at without allowing for 
income-tax; 

b) by taking book value of the property. In this 
case, the net return to be arrived at after 
allowing for income-tax which may be notionally 
worked out at 60%. 

(ii) On the basis of the Modified Hubbart Formula 
being followed by the Department_of Tourism 

(c) by taking present day fair value of the property, 

viz., land and building* The net return in this 

case to be arrived at without allowing for income 


tax; 
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(d) by 'taking book value of the property. In this 

case, the net return to be arrived at after allowing 
for income-tax which may be notlonally worked 
out at 60%. 

3.3 The hotels selected for obtaining the above information 
were : (i) Ashoka, New Delhi (il) Oberol-Intercontinental, New Delhi 
(ill) Mauraya-Sheraton, New Delhi (iv) Fariyas, Bombay, (v) Nataraj, 
Bombay and (vi) Holiday Inn, Bombay. 

3.4 On examination of the information received from the above 
hotels, the Study Group felt that calculation of the return on 
property, viz., land and building, on the basis of its present day 
fair value may pose a problem in arriving at the fair value of the 
property, and consequently in the acceptance of the authenticity 
of its value by the Department of Tourism without a certificate 
from a Government approved valuer. It further felt that such a 
procedure may create problems for small hoteliers who would have to 
pay high fees to the Government approved valuer each time they 
wanted a revision of their hotel room tariff. On the question 
whether the return should be calculated on the historical value 
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i.e* book value of the property after allowing for depreciation, 
the Study Group was of the view that this approach may prove 
disadvantageous to older hotels as the depreciated value of the 
property would have been reduced to a negligible amount over the 
years. It was thus felt that in such cases a suitable option 
should be given. As to whether the interest and income-tax 
should be allowed as expenditure in case the return was calculated 
on the present-day fair value of the property, the Study Group felt 
that this should not be allowed, 

3.5 On the examination of the Information supplied by the 
above hotels, the Study Group concluded that the Modified 
Hubbart Formula needed to be more specific to ensure uniformity 
in items included for determining the room tariff of various 
categories of hotels. It also came to the conclusion that:- 

l) the hotel room tariff formula should be based on the 

historical value or the book value of the property. However, 
those hotels which are in operation for more than 10 years 
may be' given an option to work out their tariff on the basis 
of their current fair value of the property, viz., land and 
building as certified by a Government approved valuer. 
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ii) a) The return on capital invested should be adequate 
enough to service the loan, pay interest on It, pay 

r 

dividends to share holders and in addition, it should 
help to create sufficient reserves for meeting the cost 
of renovations, replacements, etc. since rapid obsole¬ 
scence of equipment, decor, and wear and tear are only 
too frequent in hotels. 

b) Keeping all these factors in view as also the fact 
that hotel industry is highly capital intensive, a return 
of 12*/2% on capital Investment, after deducting interest, 
taxation (including income-tax) and actual depreciation 
as claimed for income-tax purposes excluding the initial 
depreciation on hotel building, if any, be allowed to hotel 
which work out their tariff on the basis of the historical 
value or book value of their property. In the case of 
hotels exercising the option to adopt the current fair value 
of the property, they may continue to be allowed, as at |k 
present, a return of 8% on the fair value of the land and V 
building as certified by a Government approved valuer 
and 10% on the depreciated value as per rates claimed for 


income-tax purposes of other assets. 
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lii) The following will constitute the capital employed for 
purposes of claiming return on capital Investment: - 

a) Net Fixed Assets : (after charging depreciation claimed 
for income-tax purposes) - consisting of land, building, 
plant and machinery, furniture, fixtures and other equip¬ 
ment, vehicles, etc., and 

b) Current Assets minus current liabilities. 

iv) In view of the fact that in several cases hotels 

now enjoyed a high occupancy rate of over 80% to 90%, it 
no longer appeared realistic to work out the tariff at 60% 
occupancy as prescribed in the Modified Hubbart Formula 
presently being followed for determining the hotel room tariff. 
Hence, it would be more appropriate to adopt an 
occupancy ratio of 70% for this purpose. However, 
in order to ensure that hotels having less than 70% 
occupancy did not suffer any disadvantage, such 
hotels may be given the option of taking into account 
the actual average occupancy of three immediate preceding 
completed years. Further in the case of a new hotel. 
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the occupancy ratio may be determined on the basis 
of the projected or anticipated occupancy depending 
upon its category, location and other related factors. 

3.6 In light of the above conclusions, the Study Group 
incorporated suitable modifications and the Modified Hubbart 
Formula was revised as follows 

REVISED HOTEL ROOM TARIFF FORMULA 

A. All operating and overhead expenses under appropriate 
heads including interest and the actual depreciation 
(excluding initial depreciation on hotel building, if 

any) as claimed for income-tax purposes, and return of 
12 */2% on the capital employed based on written down 
value of assets after allowing for 60% notional income-tax. 

B. Less...total gross revenue from all sources other than 

guest room sales such as shop and store rentals, food 

and beverage sales, cigarette and cigar sales, laundry 
and valet sales, telephone charges, management/consultancy 
fees, and miscellaneous incomes. 
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C. Balance : The balance is the amount to be realised from 
guest room sales. 

D. Compute : Number of guest rooms multiplied by 365 days 
and reduced by giving an allowance for average vacancies 
(the room occupancy ratio to be postulated for arriving 

at this return should be 70% or actual average occupancy 
of three immediate preceding completed years whichever 
is less). 

Q 

E. Result : —— works out as the average room rent. 

PRQyjgQ 

i) In the case of hotels which have been operating 
for more than 10 years, they would be given an 
option to claim 8% return on the fair value of the 
land and building as certified by a Government approved 
valuer, and 10% return on the depreciated value of 
other assets as claimed for lncome*-tax purposes* 

li) If this option is execlsed, operating expenses 
shall exclude Interest and income-tax. 
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Petepp^aUffiLfflL.?ipgIe flnd.PPufeig-Q s gu pan c y . Rfl ^s 

This shall be determined with reference to 

i) Double occupancy ratio, i.e. the percentage of 
rooms occupied by two or more than two persons 
in relation to the total number of rooms 
occupied, for the year for which the figures 
are furnished; and 


ii) The difference in rupees between the single 

ocgupancy and double occupancy rates as related 
to the average room rate worked out. 


1 . 


EXPLANATORY NOTES 

The operating and overhead expenses will include 


l) 

Consumable supplies including cost of 
beverage sales. 

food & 

ii) 

Pay-roll and related expenses. 


ill) 

Entertainment, Band, Music, Cabaret, 

Laundry, etc. 

iv) 

Heat, Light, Power, Gas. 


v) 

Rent, Rates, Taxes, Insurance. 


Vi) 

Repairs, Maintenance & Replacements. 
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vil) Commissions and discounts, 

vlii) Advertising and promotion expenses. 

ix) Office and Administrative expenses. 

x) Directors travelling expenses. 

xl) Directors remuneration and meeting fees. 

xll) Auditors remuneration. 

xiii) Provisions for doubtful debts & settlements, 

xlv) Charities and Donations. 

xv) Interest on loans. 

xvi) Depreciation as claimed for income-tax purposes. 

xvii) Any other related expenses. 

2. The Capital Employed will consist of :- 

a) Net Fixed Assets : (after charging depreciation other 
than the initial depreciation on hotel building if 
any, as claimed for income-tax purposes) such as land, 
building, plant & machinery, furniture, fixtures and 
other equipment, vehicles, etc. (but excluding 
capital works in progress;and 


b) Current assets minus current liabilities maturing 
within a period of one year. 

t 

(In case, 2(b) works out to a negative figure, it 
may be ignored). 
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3. Room Sales : 

The terms 'rooms sales’ in the Formula denotes guest 
room rent only. 

4. Average occupancy : 

In the case of a hotel in operation for less than three 
years, instead of an average occupancy of 3 Immediate 
preceding completed years, the room occupancy for the purpose 
of'D' of the Formula can be postulated on the basis of the 
projected or anticipated occupancy depending upon Its category, 
location and other related factors. 

5. Determination of Single and Double Occupancy Rates : 

For this purpose the hotel will have to fix the 
difference in the tariff of single and double rooms, and 
calculate the rates based on the double occupancy ratio 
and with reference to the average room rate worked out. 

3.7 The Study Group decided that the revised formula 
should be termed the Hotel Room Tariff Formula. It also decided 
that this revised formula should be test-checked before being 
recommended so as to ascertain whether the formula provided 
for operational and functional efficiency in different categories of 
hotels, as also whether It ensured a reasonable fair return on 


capital investment 
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CHAPTER IV 
THE NEW FORMULA 

4.1 On test-checking the Revised Formula, the Study Group 
decided that the return on capital employed calculated at 12 1 /2% 
tended to inflate the tariff in the case of hotels where the 

land was obtained on lease. Further, the hotel room tariff 
calculated on varying hotel occupancy ratios resulted in 
differing hotel tariff in the case of similar category hotels 
located at the same centre. A strong plea therefore was made 
that for the same amenities and services offered, the customer 
should pay about the same room tariff irrespective of whether the 
hotel was an old property or a new one or it had high occupancy or low 
occupancy. It was therefore urged that common denominators 
should be worked out as otherwise hotels of the same category in 
the same city would have a large variation in room tariff depending 
upon the age of the property, occupancy ratio, single and double 
occupancy, the manner in which the hotel was financed, operational 
efficiency, etc. 

4.2 It was, therefore, suggested that the formula may be worked 
out on the basis of the following common denominators 
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i) The return on investment should bfe calculated on the 
fair market value/replacement value, 

ii) The return on investment should be linked to the 
operating rates of banks and not the manner in which 
the property was financed. 

iii) The occupancy ratio should be kept uniform at 60%. 

iv) The ratio of single and double occupancy should be 
kept at 90% and 20% respectively. 

4.3 It was brought out that there was hardly much difference 
in the hotel room tariff as worked out on the basis of the 
Revised Formula and after incorporating the modifications 
suggested above. Further, the modifications suggested in 
paras 4.2 (i) & (ii) above would be applicable more in the case 
of hotels which had been functioning for more than 10 years than 
to new hotels. After considering various pros and cons, it was 
agreed that hotels may be allowed the option to work out their 
tariff on the basis of fair market value of the assets of the entire 
property with a rate of return thereon of 18% per annum. It was 
however, clarified that the fair market value of the property 
would mean "replacement value" l.e. total value of not only land 
and building but including every item in it as certified by a 


Government approved valuer. 
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4.4 The suggestion that the occupancy ratio should be kept 
uniform at 60% was agreed to as it would reduce the variation in 
hotel tariff of similar category hotels located at the same 

centre. It was also agreed that whereas the return of 12 1 /2% on the 
capital employed on written down value of assets would apply to 
hotels where land was an out-right purchase, the return on the 
capital employed in the case of hotels where land had been leased 
should be calculated at 10% as this would contain the operational 
cost within a reasonable liim it. The suggestion that the ratio of 
single and double occupancy should be kept at 80% and 20% 
respectively was not agreed to keeping in view the anticipated 
trend of more group travel to the country. 

4.5 The Revised Formula was suitably amended in accordance 
with the modifications accepted by the Study Group as indicated 
in para 4.3 above. Two options have thus been provided in the 
Formula for working out the hotel room tariff based on the 
replacement value of the property or the market rental value of the 
property. In both the,cases, the Study Group stipulated that the 
operating expenses would exclude Interest and income-tax. It 
further stipulated that those hotels exetciseing these options 
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would adhere to them for a period of 5 years commencing from the 
year in which the option was first exercised. Certain other provisos 
are also Incorporated in the Formula to cover hotels which follow 
the uniform accounting system, earn management/consultancy 
fees, and which are located at hill-stations and beach resorts. The 
Formula also provides for the determination of single and double 
occupancy rates. 

4.6 The Study Group thus recommends to the Government that for 
determining the hotel room tariff, the Modified Hubbart Formula, 
presently being followed, be replaced with the new Hotel Room 
Tariff Formula which finally emerged after detailed deliberations 
as follows 

NEW HOTEL ROOM TARIFF FORMULA 
I. FORMULA 

A. All operating and overhead expenses under appropriate 

heads Including interest and the actual depreciation (excluding 
initial depreciation on hotel building, if any) as claimed for 
income-tax purposes/as provided in the books of accounts, 
income-tax actually paid, and return of 12 1 /2% on the capital employed 
based on written down value of assets in case where land for the 
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hotel has been outright purchased and 10% on the capital employed 
in case of land that is leased. 

B. Less.total gross revenue from all sources other than 

guest room sales such as shop and store rentals, food and heverage 
sales, cigarette and cigar sales, laundry and valet sales, telephone 
charges, and miscellaneous Incomes. 

C. Balance : The balance is the amount to be realised from guest 
room sales. 

D. Compute : Number of guest rooms multiplied by 365 days and 
reduced by giving an allowance for average vacancies (the room 
occupancy ratio to be postulated for arriving at this return should 
be 60%). 

„ „ , C 

E. Result : - works out as the average room rent, 

D 

II, OPTIONS 

1. (i) Hotels however can opt for return on investment 

based on the replacement value of all the assets of the entire 
property, in which case the rate of return will be 18% per annum. 

If the replacement value -is more than one year old from the date on 
which the tariff becomes operative, a further addition to the 
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operating expenses will be made by way of depreciation calculated on 
the replacement value on the straight line method. 

(ii) In the case of rented property, the fair market 
rental value will be treated as an expense. 

2. If the above options are exercised, operating 
expenses shall exclude interest and income tax. 

3. Those hotels, which exercise the option of working out 
the hotel room tariff on the basis of replacement value of the 
property/market rental value, will adhere to this option for a 
period of 5 years commencing from the year in which the option was 
first exercised. 

III. PROVISO 

1. Hotels, which follow the Uniform System of Accounts 
and thus account for the operation of each department separately^ 
may work out their room tariff by completely deleting the expenditure 
incurred and revenue earned on food and beverage operations. 

(NOTE - The hotels/hotel accompanies taking the above 
option will specify the basis on which apportionment 
of unallocated expenses such as administrative and 
general, repairs and maintenance, heat, light and power, 
advertisement and publicity expenses, etc. is made 
(1) between various operating departments, and (il) 
between different properties. The basis adopted for 
apportioning the above expenses, will be followed consistently 
from year to year). 
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2. Hotels receiving management/consultancy fees may delete 
the amount so earned from gross total revenue while computing the 
hotel room tariff provided the expenditure Incurred on rendering 
such a service is also deleted fromthe operating and overhead 
expenses. 


3. In the case of hotels at hill stations and sea-side 
resorts, occupancy ratio may be taken as the actual room occupancy 
for the past two years or 60% whichever is less. 

IV. DETERMINATION OF SINGLE AND DOUBLE OCCUPANCY 
RATES 

T his shall be determined with reference to 

i) Double occupancy ratio, i.e., the percentage fof rooms 
occupied by two or more than two persons in relation to the total 
number of rooms occupied, for the year for which the figures are 
furnished; and 

ii) The difference in rupees between the single occupancy 
and double occupancy rates as related to the average room rate 
worked out. 
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EXPLANATORY NOTE 

1. The operating and ove rhead expenses will include : 

i) Consumable supplies including cost of food and beverage 
sales. 

ii) Payroll and related expenses. 

lii) Entertainment, Band, Music, Cabaret, Laundry, etc. 

iv) Rent, Rates, Taxes, Insurance. 

v) Heat, Light, Power, Gas. 

vi) Repairs, Maintenance & Replacements. 

vii) Commissions and Discounts. 

viii) Advertising and Promotion Expenses. 

ix) Office and Administrative Expenses. 

x) Directors travelling Expenses. 

xi) Directors remuneration and meeting fees. 

xil) Auditors remuneration 

xiii) Provision for doubtful debts & settlements. 

xiv) Interest on loans. 

xv) Charities and Donations. 

xvi) Depreciation as claimed for income-tax purposes/ 
as provided in the books of Accounts. 

xvii) Any other related expenses. 
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2. The Capital Employed will consist of 

a) Net Fixed Assets such as land, building, plant and 
machinery, furniture, fixtures and other equipment, 
vehicles, etc. (but excluding capital works in progress) 
after charging actual depreciation (excluding initial 
depreciation on hotel building, if any) as claimed for 
income-tax purposes/as provided in the books of accounts; 
and 

b) Current assets minus current liabilities maturing within 

a period of one year. 

3. Room Sales : 

The term "room sales "in the Formula denotes guest 
room rent only. 

4. Replacement Value : 

Replacement value will mean the fair market value 
of the property i.e. total value of not only land and 
building but including every item in it as certified by a 
Government approved valuer. The certificate should give 
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asset-wise valuation under ma^or heads land; buildings and 
roads; sanitary installations; electrical installations, air- 
conditioners , coolers and refrigerators; lifts; plant and 
machinery; furniture, fixtures and furnishings; kitchen 
equipment; sound system and musical Instruments; office and 
miscellaneous equipment; vehicles; etc. 

5. Determination, of Single and Double Occupancy..Rates : 

For this purpose the hotel will have to fix the difference 
in rupees in the tariff of single and double rooms, and 
calculate the rates based on the double occupancy ratio 
and with reference to the average room rate worked 


out. 
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CHAPTER V 

OTHER RECOMMENDATIONS 

5.1 During its deliberations and analysis of the 
response to various questionnaires circulated, the Study 
Group repeatedly encountered two major factors which in 
its view are interlinked with the determination of hotel 

room tariff. These are the need to introduce a uniform system 
of accounts for hotels, and to bring about a rationalisation 
in hotel design,, The Study Group thus recommends that 
the Government may consider 

(i) Introducing the uniform system of accounts in 
hotels on its approved list; and 

(ii) setting up a Study Group which should include 
an architect and an interior designer for 
formulating norms for the design and construction 
of different categories of hotels of various sizes 
for ensuring optimum operational efficiency. 

5.2 In making these recommendations, the Study Group 
is of the firm view that these measures will help to serve 
the interest of both the consumers and the hotels, and 



32 


here again not only those of higher star category hotels 
in metropolitan cities, but also of hotels of all categories 
located at other centres in the country. The Study Group thus 
hopes that the Government will give favourable consideration to 
these additional recommendations. 
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ANNEXURE - I 

MODIFIED HUBBART FORMULA 


A. Operating expenses in the financial year under all headings 
and a reasonable return on the present fair value of the 
property namely, a return of 6% on land and buildings 
(except where leased unless the lease, as in Delhi approxi¬ 
mates the sale price of existing hotels) and a return of 10% 
on the capital employed in hotel keeping should be allowed 
in the calculations. In the case of new hotels (i.e. hotels 
built after 1955) the return on land and buildings may be 
allowed at 8% with the same exception. 

The return in both cases should be net return after 
allowing for taxation (other than income-tax) insurance 
and depreciation. 

B. Less ... .Income from other sources such as 

store rentals food and beverage and miscellaneous income. 

C. Balance : the balance comes to the amount to be realised 
from room income. 

D. Compute : Number of guest rooms multiplied by 365 days and 
reduced by giving an allowance for average vacancies (The 
room occupancy ratio to be postulated for arriving at this 
return should be 60%. In the case of hotels in hill stations 
and sea side resorts occupancy ratio should be the actual 
annual room occupancy or 60% whichever is lower as the basis). 

E. Results : C Average room rate. 

D 
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ANNEXURE - II 


GOVERNMENT OF INDIA/BHARAT SARKAR 
MINISTRY OF TOURISM & CIVIL AVAIATION/ 
PARYATAN AUR NAGAR VIMANAN MANTRALAYA 


Transport Bhavan 
New Delhi. 

No. 7-THI(6) .78-Tourism Dated the 12th October, 1978. 

The Director General of Tourism, 

New Delh i 

Sub: Setting up of a Study Group to examine hotel construction 

and operational costs and to suggest hotel tariff structure. 


Sir. 

I am directed to say that it has been decided to set up a 
Study Group in the Department of Tourism to examine in depth the hotel construction 
and operational costs of different categories of hotels and to suggest 
hotel tariff structure. The composition of the Study Group will be as 
follows : 

{i) Miss A. Mehta 

Additional Director General 
Department of Tourism 

(ii) Shri S.R. Ratnakar 
Joint Director General 
Department of Tourism 

(iii) Shri M.T.R. Sarma 
Representing National Council of 
Applied Economic Research, 

New Delhi. 

(iv) Shri K.D. Kale, Member 

Representing India Tourism 
Development Corporation, 

New Delhi. 

(v) ShriV.P. Kamath Member 

Representing Industrial Finance 
Corporation of India, New Delhi. 


Chairman 


Member 


Member 
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(vi) Shri P.P.S. Lamba Member 

Representing Federation of Hotel & 

Restaurant Associations of India 

(vii) Shri G. Naqshband Member 

Representing Travel Agents 

association of India 

(viii) Shri Arun Gandhi, Member 

Chartered Accountant, 

C/o M/s, N/M. Raiji & Co. 

Universal Insurance Bldg., 

Pherozeshah Mehta Road, 

Bombay. 

(ix) Shri K. Kumar Member-Secretary 

Director (Administration) 

Department of Tourism. 

2. The Study Group may ''oopt additional members not 
exceeding three in number as and when considered necessary. 

3. The term of reference of the Study Group will be :- 
•’To examine in depth the construction and operational costs of 
different categories of hotels with a view to determining a suitable 
formula for tariff structuring of these hotels." 

4. The tenure of the Study Group will be for a period of 
three months. 

5. The non-official members of Study Group would be treated 
as first grade officers of the Government of India for purposes of TA 
and D.A. The Director (Admn.) will be the Controlling Officer. 

6. The expenditure involved which will not exceeed Rs. 5000/- 
wlll be debitable to Grant No. 88-Tourism, Major Head "339", A Tourism, 
A.3-Tourist Centres; A.3(l)-Training, Tourism Institute and Surveys. 

7. This issues with the concurrence of the Integrated Finance 
vide their U.O. No. 1225-FII/78 dated 2.6.1978. 

Yours faithfully, 

Sd /- 

(Banu Ram Aggarwal) 

Deputy Secretary to the Govt of India. 


>py forwarded to : 

Integrated Finance, New Delhi with reference to their 
U.O. No. 1225-F.il/78 dated 2.6.1978. 
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2. The Accounts Officer, Pay & Accounts Office, 
Department of Tourism, New Delhi. 

3. The Financial Controller, Ministry of Tourism and 

Civil Aviation, New Delhi . 

4. Guard File 

5. AGCW&M, New Delhi. 


Sd/- 

(Banu Ram Aggarwal) 

Deputy Secretary to the Govt of India. 


Department of.Tourism 

NO. 7-THI(6)/78 Dated 12th October, 1978 

Copy to Cash Section 


Director (Hotels) 



ANNEXURE - III 


QUESTIONNAIRE - I 

Questionnaire in connection with the Study on Hotel 
Construction and Operational Costs. ___ 

Name of Hotel ___ __ 

Address___ 

City_State_ 

Zip Code . 

Location : Centre City . . ... . - 

Aixport_ _R esort . 

N_iTLi. * 

Accounting Year_ 19 t o 1 9 

Age of Hotel_ y ears. 

When Built __ - 

Date (s) of Major Renovation/Addition . .. 

Affiliation with a hotel chain 

if so whether owned and managed/ _____________ 

managed only. 

Please state whether your Hotel is : 

(a) Public Limited Company 

(b) Private Limited Company 

(c) State/Central Government Company. 

(d) Partnership 

(e) Co-operative Concern 

(f) Proprietory Concern 
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ill. 

Land 



(a) 

Whether Owned or leased? 


(b) 

Cost of purchase of land, if owned. 


(c) 

Area of land 


(d) 

Lease rent per annum if the land is on lease. 


(e) 

Year of purchase. 

IV. 

Capital Cost 

(a) 

Please give the break-up of the Capital Cost : 


Original Accumulated Estimated cost of 

Cost Depreciation Replacement as on 

31.3.1978 

Land - Site development 

Buildings 

Plant & Machinery 

(a) Imported 

(i) CIF v'alue 

(ii) Import duty 

(iii) Clearing and 
forwarding charges 

(b) Indigenous 

(c) Foundation 
erection charges 

Technical know-how fees 

Furniture, Fixtures - Office 
equipment. 


Vehicles 
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Misc. fixed assets 


Preliminary and capital 
Issues expenses 


Contingency 


Notes : 



(i) 

(i) 

For additions of more than 20 rooms at one 
time, please give particulars separately. 


(ii) 

Kindly fill in the details of Costs in 

Annexure A & B. 


(ill) 

What was the financing plan of the project? 

Budgeted 

Actual 


(iv) 

Indicate the quantum of borrowings at subsidized 
rate of interest and other borrowings separately. 


(v) 

If there was a cost over-run, please give the 
particulars of the assets to which the major 
parts of the cost over-run was attributable and 
the quantum of cost over-run for each one 
separately. 


(vi) 

Indicate the pre-operational cost (iincluding 
interest during construction period) allocated 
to the above assets separately. 


V. Rooms Statistics 1973 1974 1975 1976 

(a) Number of rooms : Single 

Double 

Suites 

Others 


1977 


Total 



(1) Average number of rooms 

available for oc upancy. 

(ii) Total number of rooms 

available for occupancy 
during year 

(Hi) Total number of rooms 

occupied during year. 

Single occupancy (in single room) 
Double occupancy 
Single occupancy in double room 
Occupancy in suites 

(iv) Total number of guests 

during year. 


(1) Average number of beds 

available for occupancy. 

(ii) Total number of beds available 

for occupancy during year. 

(ill) Total number of beds 

occupied during year. 

(d) Monthly occupancy during 1977 TlUfHfT Foreign 
(attached separate sheet) 

(e) Double occupancy during 1977 

(f) Single occupancy during 1977 

(g) Occupancy in suites during 1977 

Employee Statistics : (Please fill up the proforma given 

in Annexure *C*). 
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VII. Published Room Tariff As at 31-3-1978 

Current Rates 

Group Individuals 

High Season Low Season High Season Low Season 
From To From To From To From To 


VIE 


Single 

Double (i) Double 

Occupancy 

(ii) Single 

Occupancy in 
Double room 

Suites 

Others 

(i) Indicate A.C./Non A.C. rooms' tariff separately. 

(ii) In case of American Plan, element of food cost 
should be shown separately. 

(lii) Please give particulars of average room rate 
earned during the last five years. 

(iv) What, in your opinion, will be the estimated 
average room rate likely to be attained 
during the next five years. 

Total revenue as per accounts (excluding turnover, 

tax and sales tax). 

1973 to 1977 


(a) 


(i) Room Sales 

(ii) Food Sales 

(iii) Liquor Sales 

(iv) Other sales (Please specify source-wise) 

(v) Shop rentals 
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(b) 


(i) Income before fixed 
charges. 

(ii) Amount per room 

(<iii) Ratio to room sales (%) 

(iv) Ratio to total sales (%) 


(v) Number of times the 

average room rate was 
earned. 


(c) (i) Agent's commission for 

Room Sales 


(ii) Rebates & Discount on 

Room Sales. 

(ill) Repairs to Buildings, 

plant & machinery (only bathroom 
fittings etc. treat 
plant & machinery). 

(d) Fixed expenses : 

(1) Rent 


(ii) Depreciation 

(iii) Interest 


Fixed Loans 
Working capital loans 

(iv) Property Insurance 

(v) Property and other 
Municipal Taxes 

(vl) Other (Please specify) 


Total 
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(e) Undistributed Operating expenses : 

(i) Administrative & 

General Cost per room. 

Payroll & related 
expenses 

Other 

Total 

Ratio to : 

Room sales 

Total sales 

(ii) Advertising & publicity 

cost per room 

Payroll & related 
expenses 

other 

Total 

Ratio to : 

Room sales 

Total sales. 

(ill) Repairs & Maintenance 

Cost per room 
Payroll & related expenses 
other 


total 
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Ratio to : 

Room sales 
Total sales 

(iv) Energy Costs : 

Cost per room 

Payroll & related 
expenses 

Other 

Total 

Ratio to :' 

Room sales 
Total sales 

Is your hotel treated as an 'Industry for electricity tariff 
purposes ?. 

IX Whatin your opinion should be the basis on which rooms 


tariffs should be fixed ? 
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ANNEXURE 'A' 


STATEMENT O F BUILDING AREA 


A. 


B. 


C. 


D. 


GUEST ROOMS Sq. Metre 

1. _Nos. single room @_sq.metre each 

2. N os, double rooms @ sq.metre each 

3. _Nos . suite @_sq.metre each 

Total area of guest room floors 

PUBLIC SPACES 

1. Lobby, front office, lounge, cloak rooms etc. 

2. Health Club etc. 

3. Conference rooms - seating capacity 

per room „ _persons 

Total area, public spaces 

RENTALS 

1. Shop s_i ’o s. ©_sq. metre each. 

2. Shortage space cor rentals etc-. 

Total areci for rentals 

FOOD AND BEVE RAGES » Seating Capacity 

1. Main Restaurant 

2. Coffee Shop 

3. Bar & Cocktail Lounge 

4 . Private Dining Rooms 

5. Banquet Room with Pantry 

6 Kitchen 


7 


Speciality Restaurant 

hiwtluHtnn KltnhmL 
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E. OPERATIONAL AREAS sq.ft. 

1. Bakery 

2. ' Employees Dining 

3. Beverage store rooms 

4. Receiving Room 

5. Garbage 

6. Administrative 

7. Linen Room 

8. Service Lockers, Change Room Etc. 

F. SERVICES » 

1. Maintenance shops 

2. Furniture store 

3. Laundry 

4. Cold Storage 

■5. Mechanical Equipment room to house air 

conditioning chiller packages, boilers, water treatment, plant 
and pumps, water heaters, etc. 

6. Cooling tower tanks etc. 

( on to terrace ) 

7. Fuel CHI Storage 

8. Electrical Transformers and 

Switchgear. 

Total Service area 

G. CAR PARKING 

Total area for _____ c ars @ 

' _ s q.ft./Car. 

H. WATER TANK - Capacity_Litres_Gals. 



1 . 


2 . 


3 . 


4 . 

5 . 

6 . 

7 . 


8 . 


9 . 


10 . 


11 . 


12 . 


13 . 

14 . 


15 . 


16 . 

17 . 


11 
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ANNEXl) RE ‘B 1 . 


STATEMENT OF CAPITAL EXPENDITURE 

Rs. 


Land 

Civil Construction 

Building finishes 

Sanitary, water supply, drainage 
fittings ate. 

' Electrical sendees 


Passenger elevators_Nos. 

Service elevators_ N os. 

Air conditioning equipment including 
water chiller packages, ducting, 
towers, piping etc. 

Boilers, heat exchangers & accessories. 
Cold and hot water piping 
Fire protection system 
Iced water system and piping 
Swimming ^ool and filteracion plant 
Cold storage and kitchen equipments 
Transformers, electrical switchgear 
Music and telephone system 
Furniture, furnishings 
Rooms 
Public area 


Health club 

Conference rooms/Banquet rooms 
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18. Landscaping 

19. Water tank 

20. Technical assistance fee 

21. Financing cost 

22. Pre-opening expenses. 

23. Miscellaneous Costs 



(a) 

cars 


(b) 

Station Wagon 

24. 

Working Capital 

25. 

Consultants Fees (If not allocated 
to assets). 


(a) 

plumbing & H.V.A.C, Consultants 


(b) 

Structural Consultants 


(c) 

Interior decorators. 
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SUMMARY OF AREAS 

A. Guest rooms 

B. Public spaces 

C. Rentals 

D. Food and beverage 

E. Operational areas 

F. Services 

G. Car Parking 

Total area of project 
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No. of 
Employees 


Roopis Department 

Front Desk Manager 

Front Desk Assistant Manager 

Chief Reservation Clark 

Room Clerk 

Information Clerk 

Mail Clerk 

Key Clerk 

Reservation Clerk 

flaatea fifflaflaanL 

Superintendent of Services 
Bell Men 
Baggage Porter 
Elevator Operators 
Pages 

Lost and Found Employee 

Doorman 

Footman 

Package Room Employees 

Librarian 

Shoppers' Guide 


* Total Direct 
remuneration 


Social Director 
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Housekeeping 
Head Housekeeper 
Assistant Housekeeper 
Inspectrices 
Day Maids 
Night Maids 
Housemen 
Cleaners 

Employees' Locker Room Attendant 

Public Rooms Department 

Entertainment Director 

Secretary 

U shers 

Parlor, Maids 

Head of Security 

House officers 

Security Men 

Public Rooms Department 

Entertainment Director 

Secretary 

Ushers ' 

Parlor Maids 
Head of Security 
House Officers 


Security Men 



Food Department 

Food and Beverage Manager 

Assistant F & B Manager 

Executive Chef 

Assistant Executive Chef 

Head Saucier 

Roundsman 

First Cook 

Second Cook 

Roast Cook 

Broilerman 

Fry Cook 

Vegetable Cook 

Breakfast Cook 

Short order Cook 

Cooks hdpers 

Garden Manager 

Cold Meat Cook 

Assistant Cold Meat Man 

Cold Food Workers 

Kitchen Helper 

Butcher 

Assistant Butcher 
Baker 

Baker‘s Helper 
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Pastry Chef 

Pastry Helper 

Oysterman 

Coffee Maker 

Ice Cream Maker 

Vegetable Preparation 

Stewards Department 

Chief Steward 

Stewards Assistant 

Dishwasher 

Pot Washer 

Glass Washer 

Yardman 

General Cleaner 

Waste Removal 

Beverage Department 

Beverage Manager 

Head Bartender 

Bartender Front 

Bar Boy 

Wine Steward 

Cocktail Waiters 

Service Bartender 

Bartender Front and Service 



sggaafl 

Food Storeroom Clerk 
Food Delivery Clerk 
Cellarman 
Stock Clerks 

Wine and liquor Control Clerks * 

Customer Service 

Maitre d* Hotel 

Assistants 

Head Walters 

Hostesses 

Captains 

Walters 

Bus Boys 

Order Clerks 

Dymmymen 

Benquet Waiters 

Cigarette Girl 

Photo Girl 

General 

Food and Beverage Controller 


Assistants 

Checkers 
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Cashiers 

Icemen 

Bouque Manager 

Telephone Deoamment 

Chief Operator 

Supervisors 

Operators Day 

Operators Night 

Valet Department 

Head Valet 
Presser 

Tailor 

Order Taker 
Runner 

Check Rooms and Wash Rooms 

Hat Checkers 
Attendants 
Boot Black 
Garage and Parking 

Parking Attendants ; 

Starter 

Driver 

Mechanics 

Helpers 

Washers 

Clerks 



Print Shop 


Head Printer 
Printer Assistants 

Swimming Pool and Beach 
Pool Manager 
Pool Boys 

Locker Room Attendants 

Life Guards 

Cashiers 

Masseurs 

Porters 

Linen Handlers 
Cabana Boys 
Steam Room Attendants 
Reach Rakers 
Cleaners 

Guest Laundry 
Superintendent 
Assistants 
Orders Clerks 
Markers 

Bundle and Hand Washers 
Starchers 


Ironers 



Sorters 


Seamstress 

Delivery Clerks 

House Laundry 

Superintendent 

Assistants 

Washers 

Extractors 

Shakers 

Feeders 

Folders 

Press Operators 

Hand Ironers 

Sorters 

Checkers 

Collection and Delivery Man 
Cleaners 
Utility Men 
Seamstress 
Delivery Clerks 
Administrat ive and General 

General Manager 
Resident Manager 
Executive Assistant Manager 



Assistant Manager 


Comptroller 

Secretaries 

Accounting Clerks 
(Front Office) 

BUI Clerks 

Cashiers 

Voucher Clerks 

General Cashier 

Driver 

Night Auditors 
Credit Manager 
Timekeepers 
Receiving Clerk 

PavrpU RflBarEpgftt, 

Personnel Director 

Secretaries 

Clerks 

Advertising and Sales Promotion 
Sales Manager 
Regional Directors 
Assistants 
Publicity Manager 
Press Representative 


Secretaries 
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Stenographers 

Clerks 

Heat, Light and Pqwar 

Chief Engineer 
Assistants 

Secretary 

Storeroom Clerk 

Engineers 

Fireman 

Oilers 
Cleaners 
Incinerator Men 
Air Conditioning Men 
Repairs and Maintenance 

Head Maintenance Men 

Carpenters 

Furniture Repairmen 

Upholsterers 

Carpet Layers 

Servers 

Painters 

Paper Hangers 

General Mechanics 

Plumbers 

Steam fitters 


Electricians 



Masons 


Silver Platers 
Burnishers 
Head Grounds Man 
Gardners 

Groundmen 
Landscapers 
Utility Men 

Secretary 

* excluding cost of related benefits, 
Share of service charge etc. 
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Investiftflftt- 

(a) OWN FUND§ 1S7S-77 1977-78 

(Rupees in Lakhs) 




BORROWED FUNDS (Please indicate 1976-77 1977-78 

rate of interest) (Rupees in Lakhs) 


d 

a c o 

8 8 3 
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v d 
w 


(0 


(iv) Fixtures, Furniture, other 
equipments, etc. 

(v) Vehicles 

Total 





(b) Working Capital 








Gross Income CRs. In Lakhs) 1975-7 6 197 6-77 1977-78 1978-79 

Room Sales ‘ : 
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hotel operations e.g. 
sales of fixed assets). 

Total : Gross Operating Profit 
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ANNEXURE - V 

THE REVISED HUBBART P FORMULA 
(Recommended by the American Hotel & Motel Associations) 


SCHEDULE I 

TO DETERMINE THE AMOUNT NEEDED FROM ROOM SALES TO COVER THE 
COSTS AND A REASONABLE RETURN ON THE PRESENT FAIR VALUE OF PROPERTY 


OPERATING EXPENSES : 


Your Hotel ... Example 


Rooms Department .$ $ 44,273.00 

Telephone Department - Net Loss. 1,499.00 

Administrative and General ...... . 27,162.00 

Payroll Taxes & Employee Relations ........ 3 , 685.00 

Advertising & Business Promotion.. 4,625.00 

Heat, Light & Power... 16,757.00 

Repairs & Maintenance .. 15,803.00 

$ $113,804.00 

Total Operating Expenses... 

TAXES, i INSURANCE, ETC. 

Real Estate & Personal Property Thxes. $9,624.00 

Franchise Taxes .. 300.00 

Insurance on Building & Contents 922.00 


$ $ 10,846.00 

Total Taxes, Insurance, etc. 

DEPRECIATION (STANDARD RATES ON 
PRESENT FAIR VALUE) : 

Value Rate 

Building..... $_.at % $ * 9,240.00 

Furniture, Fixtures & $ at % $ $ 6,160.00 

Equipment ^ a t % 

$ $15,400,00 


Total Depreciation 
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REASONABLE RETURN ON PRESENT 
FAIR VALUE OF PROPERTY 


Value Rate 

Land. $ 

Building . $ 


Furniture, Fixtures 

and Equipment $_ 

Total Fair Return $_.at % $ 

TOTAL $ 

DEDUCT Credits from Sources Other 
Than rooms 

Income from Store Rentals .. $ 


Credit from Food and Beverage Operations 
( if loss subtract from this group),. 

Net Income from Other Operated 

Departments and Miscellaneous Income.,. 

$ 

Totai Credits from Sources Other Than Rooms , 

$ 

AMOUNT TO BE REALIZED FROM GUEST ROOM 
SALES TO COVER COSTS AND A REASONABLE 
RETURN OF PRESENT FAIR VALUE OF 
PROPERTY $ 


$ 45,000.00 
185,050.00 


5,259.00 

24,864.00 

-L.5St,lP 

$ 37 , 647.00 


$147,403.00 








68 


EXPLANATION OF SCHEDULE I 


Schedule I is to be used to determine the total room sales volume 
needed to cover costs and a reasonable return on the present fair value 
of the property. The figures used in the example, which is given for 
illustration purposes only, are on the basis of averages applicable to 
100 rooms. Although, naturally, the figures will vary with each hotel, 
the same principles will be applicable to hotels of different types 
and sizes. The following explanations are given relative to the various 
classifications of items included in Schedule I. 

Operating Expenses : 

The operating expenses as listed are in the groups which conform 
with the uniform System of Accounts for Hotels. If your classification 
does not conform to the Uniform System, you can arrive at the same 
result by inserting on the line “Total Operating Expenses", your own 
total for the items corresponding to those shown under the heading 
"Operating Expenses", without attempting to break them down into the 
classifications given. 

Taxes. Insurance*- Etc. : 

The items under this classification are self-explanatory. A blank 
line is provided for any other miscellaneous expenses which are not 
included under the operating expense classifications such as trustees* 
fees, sundry corporate expenses, etc. 

Depreciation : 

Under this heading a computation should be made of the 
depreciation applicable to the present fair value of the property at 
standard depreciation rates. However, if desired, it is optional to 
use the actual depreciation allowance currently being deducted for 
income tax purposes. 

Reasonable Return on Present Fair Value of Property : 

In evaluating a rate structure, the hotel operator is entitled to 
a reasonable return on the present fair value of the property. The 
rate of return should be determined by each operator in the light of his 
own circumstances. As a rule of thumb, the rate of 10% has been 
used generally (10% has been used in the example). In some cities, in 
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measuring hardship in rent control proceedings, the rate of 6% has 
been recognized as a minimum rate of return, although most hotel 
operators would expect a higher return on their equity. It must be 
borne in mind that for purposes of this computation, the return is 
being computed on the entire present fair value and, as such, 
provides for interest on indebtedness, income taxes and a net profit 
return on the equity investment. 

Credit from Sources Other than Rooms r 

This section is designed to include income from all sources other 
than room operation, which income can be considered as an offsetting 
reduction to determine the net amount needed from room sales. 

In most hotels such offsetting income would consist of income from 
store rentals, from food and beverage operations, and from other 
operated departments and miscellaneous income. With respect to 
credit from food and beverage operations to coverd the space used and the 
services furnished, such as management, payroll taxes, advertising, heat 
light, repairs, etc. and for use of equipment, it will be in order for 
most hotels to use the departmental profit derived from the food and 
beverage department. However, in using the results of this department 
as a credit, caution must be exercised that such results are not 
inflated by an abnormal volume of business or other abnormal factors 
which could not be depended upon to continue. It is obviously unsound 
to reduce the amount to be recovered from room sales by any abnormal 
income from any of the other operations of the hotel, store rents, etc. 

If such operations result in a loss, the amount thereof should be deducted 
from the other credits, and if the entire group is a net loss, the 
amount thereof should be added to arrive at the total amount to be 
realized from room sales. 
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SCHEDULE >• I! 

COMPUTATION TO DETERMINE AVERAGE DAILY RATE 
REQUIRED PER OCCUPIED ROOM 


Your Hotel Example 


(1) Amount to be Realized from Guest 
Room Sales to Cover Costs and a 
Reasonable Return on Present Fair 
Value of Property 

(From 



Schedule I). $ 

i 

$ 

147,403.00 

(2) 

Number of Guest Rooms 

Available for Rental 



100 

(3) 

Number of Available Rooms on 
Annual Basis 

(Item 2 Multiplied by 365) .... 

100% 

100% 

36,500.00 

(4) 

Less : Allowance for Average 

% 

25% 

9,125.00 

(5) 

Number of Rooms to be occupied 
at Estimated Average occupancy.. 

% 

75% 

27,375.00 

(6) 

Average Daily Rate per occupied 
Room Required to Cover Costs 
and a Reasonable Return on 

Present Fair Value (Item I 
divided by Item 5). 

$ 


$ 5.38 

(7) 

Actual Average Rate per 
occupied Room at Prevailing 
Occupancy . $ 


79% 

$ 4.95 
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explanation of SCHEDULE II 


Schedule II is a simple computation to determine the average 
daily rat i per occupied room required to produce the amount to cover 
costs and a reasonable return on the present fair value of the property- 
In order to arrive at the number of occupied rooms to be used as a 
basis for the computation of the required average rate per occupied 
room, a determination is first made of the number of rooms available 
for rental for a year (lines 2 and 3). From this total there is deduct 
an estimated percentage for average total vacancies (line 4), to 
determine the number of rooms to be occupied at the estimated average 
total occupancy. The estimate for vacancies and the resulting 
estimated for average percentage of occupancy must be made by each 
hotel in consideration of the circumstances applying in each case. 

It must be borne in mind that as a b'isis for determining room rentals, 
the estimated occupancy level should be figured at what reasonably 
might be expected under more normal conditions, and not at the 
abnormal levels Of boom periods. In the cases of transient hotels, 
a reasonable occupancy level would normally be lower than in 
residential hotels where occupancies of from 85% to 90% might be 
expected to prevail. In the example, average occupancy has been 
figured at 75%. 

It will be noted in the sample computation, that when the 
number of rooms to be occupied at the estimated average occupancy of 
75%, (line 5), is divided into the amount to be realized from guest 
room sales to cover costs and a reasonable return on the present 
fair value of the property, (line 1), the required average rate per 
occupied room is $ 5.38. This compares with the actual average rate of 
$4.95 at V9% average occupancy. It is thus indicated that, subject 
to any reduction in net operating expenses as between the 79% and 
75% occupancy levels, the present average rate is insufficient to 
produce the necessary amount to cover costs and a reasonable ' return 
at the 75% occupancy level. 

Of course, it will be understood that the 
average rate is the average of all the rooms occupied and is 
influenced by a number of factors, such as, the proportion of rooms 
rented at the double occupancy rate, the frequency of renting the 
higher rated rooms, the extent of special rate discounts and 
concessions given for weekly, monthly, or long term occupancy, 
variations in services, furnishings, facilities, location, etc. 
affecting the rate of each room. 
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SCHEDULE II 

SCHEDULE TO DETERMINE THE AMOUNT NEEDED 
FROM ROOM AND BOARD TO COVER COSTS 

AND A REASONABLE RETURN ON THE PRESENT FAIR VALUE OF PROPERTY 

PREVIOUS YEAR BASIS FOR SCHEDULE I 


OPERATING EXPENSES : 

Salaries and Wages (Total payroll).... $_ $, 

Federal and State Payroll Taxes.. _ 

Cost of Food (Including Employees' 

Meals). . 

Cost of Beverages Sold. __ 

Advertising and Business Promotion.. _ _ 

Heat , Light and Power.-. . _ 

Repairs and Maintenance. __ 

Telephone Company Charges.. 

Real Estate and Personal 

P-roperty Taxes. _ 

Frenchise Taxes. _ 

Insurance Expense . _ 

All Other Expenses .. _ 


Total Operating Expenses. $_ $ 

DEDUCT ; REVENUE IROM SOURCES 
OTHER THAN AMERICAN PLAN 
ROOM AND BOARD : 

Room Revenue from European Plan 

(If any). $ 

Extra Meals and Other Meal 

Revenue.. . . 

Beverages. . ' 

Telephone. ______ _______ 

Rentals and Concessions. . . 

All other Revenue .. .. . 


Total Credits from Sources 
Other than Room s and Board ... $ _ $ 

$ $ 


NET OPERATING COSTS 
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ADD 


Depreciation : 

Building. $ 

Furniture, Fixtures and 
Equipment.. $ 


Total Depreciation 


* 

Reasonable Return on Present 
Fair Value of Property : 


Value Rate 


Land. $ 

Building. $ 

Furniture, Fixtures, 

etc. ,$ 

$ 


Total Reasonable 

Return on.$_ a t _% $ 


AMOUNT TO BE REALIZED FROM 
ROOM AND BOARD TO COVER 
COSTS AND A REASONABLE 
RETURN ON PRESENT FAIR VALUE 
OF PROPERTY. 
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EXPLANATION OF SCHEDULE II 


Schedule II is to be used to determine the room and board 
revenue needed to cover costs and a reasonable return on the present 
fair value of the property. The component items of this schedule are 
discussed below : 

Operating Expenses : 

In arriving at the amounts to be shown for the items 
to be included under this caption consideration should be 
given to present and anticipated conditions with particular 
regard to wage rates and costs of materials and supplies. 

Those expense items which fluctuate according to the guest 
days determined in Section A of Schedule I. 

It should be definitely understood that all operating 
expenses are to be shown under this heading including 
the estimated costs of minor operated departments such as 
golf, movies, swimming pool, etc. 

Revenue from Sources Other than American Plan Room and Board : 

The classification is designed to include income from 
all sources other than from room and board. These items are 
considered as offsetting reductions to the operating expenses 
already assembled in order to de ermine the net operating 
costs. Include under the caption "all other revenue" the income 
from minor operated departments such as golf, movies, swimming pool> etc. 
Provision is also made in this grouping for the revenue (if any) from 
rooms sold to European Plan guests and revenue from extra meals and other 
food sales. 

In arriving at the revenue from the sources listed under this 
caption consideration should be given to the anticipated guest count so that 
the revenue included is in proper relationship to the number of guests 
expected. 

Depreciation : 

Under this heading a computation, should be made of the 
depreciation applicable to the present fair value of the property at 
standard depreciation rates. However, if desired, it is optional to use 
the actual depreciation allowance currently being deducted for income tax 
purposes. 

Reasonable Return on Present Pair Value of Property : 

In evaluating a rate structure, the hotel operator 
is entitled to a reasonable return on the present fair 
value of the property. The rate of return should be 
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determined by each operator in the light of his own circumstances. 

As a rule of thumb, the rate of 10% has been used generally in the hotel 
industry although operators of resort hotels may wish to use a higher 
rate than this due to the dependency on good general economic 
conditions. It must be borne in mind that for purposes of this 
computation, the return is being computed on the entire present fair 
value and, as such, provides for interest on indebtedness, income 
taxes and a net profit return on the equity investment. 

NOTE 

1) Reasonable.Return on Present Pair Value of the Property— 

This has been taken at 10% whereas in the context of tighter 
monetary situation it should be increased depending on the 
the local conditions. 

2) Average Occupancy 

With more hotel rooms in the market, the percentage of 
occupancy which is taken at 75%, needs to be scaled 
downward. 
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SCHEDULE in 

COMPUTATION FOR DETERMING RENTAL REQUIRED ON 
A SQUARE FOOT BASIS 


Your Hotel Example 

(1) Amount to be Realized from 
Guest Room Sales to Cover 
Costs and a Reasonable 
Return on present Fair Value 
of Property (from Schedule 

I). $_ $ 

(2) Square Foot Area of Guest 
Rooms (Area to Include Baths, 

Closets, Kitchenettes, etc)... 100% 100% 20,600 

(3) Less : Allowance for Average 

Vacancies. _ 25% 5 .,150 

(4) Square Foot area of Guest 

Rooms to be Rented at 
Estimated Average 
Occupancy . 

(5) Average Annual Rental per 

Square Foot Required from 
Rooms to Cover Costs and a 
Reasonable Return on Present 
Fair Value of Property (Item 
I divided by Item 4). 

(6) Average Rental Required per 
Square Foot per Day ..... 


% 75% 15,450 



$ $ 9.54 

§ $ 


.026 
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EXPLANATION OF SCHEDULE III 


Schedule III is a computation to determine the average 
rental required on a square foot basis and is similar to that of 
Schedule n. The square foot area of all rentable guest room space 
is first determined (line 2) and a percentage deduction made therefrom 
to allow for average vacancies. The resulting figure represents the 
square foot area of guest rooms to be rented at the estimated average 
occupancy. By dividing this figure, (line 4), into the total amount 
required (line 1), the average annual rental required per square foot to 
cover costs and a reasonable return on present fair value is determined. 
In the example given at the estimated occupancy of 75%, 
the required annual rental per square foot would be 
$9.54 or equivalent to 2.6 cents per day. 

It must be borne in mind that the same factors affecting 
the average rate per room will also Influence thp average rental 
per square foot. Figuring rooms on the square foot basis will be 
particularly applicable to residential hotels, and in using this average 
as a test of actual rental rates, due consideration should be given 
to various elements included in rental value, such as, type of 
furnishing, facilities and equipment desirability of layout, exposure etc. 
various degrees of services furnished and other factors applying in each 
case. 
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ANNEXURE VI 

MODULE - I 

DETERMINATION OF AVERAGE ROOM RENT WITH THE RETURN 
BASED ON THE WRITTEN DOWN VALUE(WDV) OF THE PROPERTY 
AS PER THE NEW HOTEL.ROOM TARIFF FORMULA _ 

(Rs. in Lakhs) 

A. ALL OP ERATING AND OVERHEAD. EXPENSES, 


i) 

Consumable supplies including 

Cost of Food & Beverage Sales. 

13.50 

ii) 

Payroll and Related Expenses 

12.50 

iii) 

Entertainment, Band, Music, 
Cabaret, Laundry, etc. 

0.80 

iv) 

Rent, Rates, Taxes & Insurance 

1.30 

v) 

Heat, Light, Power & Gas 

6.50 

vi) 

Repairs, Maintenance & Replace¬ 
ments 

2.00 

vii) 

Commission & Discounts 

2.50 

viii) 

Advertising & Promotional 

Expenses 

0.20 

ix) 

Office & Administrative Expenses 

1.50 

x) 

Directors Travelling Expenses 

0.08 

xi) 

Directors Remuneration & 

Meeting Fees 

0.07 

xli) 

Auditors Remuneration 

0.05 

xiii) 

Provision for Doubtful Debts & 
Settlements 

0.08 

xiv) 

Charities & Donations 

0.02 

XV ) 

Depreciation 

7.00 
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B. 


xvi) Any other Related Expenses : 



a) Overheads (Central Office) 

3.00 


b) Breakages & Write-otfs 

0.40 


c) Upkeep & Service Cost 

1.40 


d) Miscellaneous Expenses 

0 . 1 C 

xvil) 

Interest 


3.00 

xviii) 

Income Tax 


6.00 

PLUS 

- 



RETURN ON CAPITAL EMPLOYED 



i) 

Net WOV of fixed assets 


90.00 

ii) 

Working Capital 




a. Current Assets 

36.00 



b. Current Liabilities 

12.00 



(a - b) 


24.00 


Return o @ 12 - 1 / 2 % 
on Rs. 114.00 Lakhs 


114.00 


Total (A) 


114.00 

Less Gross Revenue from sources 
other than guest room sales i.e. 



i) 

Food 

16.00 


u) 

Beverages, Cigarettes, 
etc. 

6.00 


Hi) 

Shop & Stores Rental 

3 . 00 


iv) 

Misc. Income 

2.00 

TOTAL(B) 


62.00 


ms. 


76.25 


ZZtSO 



Balance to be realized from 
guest Room sales ( A- B) 




Total number of Room Days at 
60% occupancy 

(100 Rooms x 365x60%) 21,900 


Average Room Rent per 
day ( C d) 


222.60 
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MODULE - II 


DETERMINATION OF AVERAGE ROOM RENT WITH THE RETURN 
RASED ON THE REPLACEMENT VALUE OF ALL' THE ASSETS OF THE 
ENTIRE PROPERTY (OPTION 1 OF THE FORMULA ) _ 


A. ALL OPERATING EXPENSES ( Other than 
Interest & Income Tax) 


(Rs. in Lakhs) 


i) 

Consumable supplies including 

Cost of Food & Beverage sales 

13.50 

ii) 

Payroll and Related Expenses 

12.50 

iii) 

Entertainment, Band, Music, 

Cabaret & Laundry etc. 

0.80 

iv) 

Rent, Rates, Taxes & Insurance 

1.30 

v) 

Heat, Light, Power & Gas 

6.50 

Vi) 

Repairs, Maintenance & 
Replacements 

2.00 

vii) 

Commission & Di counts 

2.50. 

viii) 

Advertising & Promotional Expenses 

0.20 

ix) 

Office & Administrative Expenses 

1.50 

x) 

- Directors Travelling Expenses 

0. 08 

xi) 

Directors Remuneration & Meeting 
Fees 

0.07 

adi) 

Auditors Remuneration 

0.05 

xiii) 

Provision for Doubtful Debts & 
Settlements 

0.08 
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xiv) 

Charitables & Donations 

0.02 

XV ) 

Depreciation 

7.00 

xvi) 

Any other related Expenses : 



a) 

Overheads (Centre Office) 

3.00 


b) 

Breakages & Write offs 

0.40 


c) 

Upkeep & Service Cost 

1.40 


d) 

Misc. Expenses 

JLA0. 


PLUS 

RETURN ON INVESTMENT BASED ON 
REPLACEMENT VALUE_ 


Fixed Assets (details under 
major heads as certified by 
Govt, approved valuer to be 
attached). 


ii) Working Capital 

a. Current Assets 

b. Current Li ditties 

(a-b) 


160.00 


/X <ru 

S fr rOO- 

■3 


(a-b) C-7 24.00 

mM 

Return @ 18% on Rs. 136.00 Lakhs 


53.00 


24 . 4,9 


TOTAL (A) 


77.48 
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B. 

Less Gross Revenue from sources 
other than guest rooms sale i.e. 




i) Food 

16.00 



li) Beverage Including 

Cigarettes 

6.00 



Hi) Shop & Stores Rental 

3.00 



iv) Misc. Income _ 

2.00 

TOTAL (B) 27.50 

C. 

Balance to be realised from 

Rooms (A-B) 


49.98 

D. 

Total number of Room Days 
at 60% occupancy 
(100 Roomsx365x60%) 


21,900 

E. 

Average Room rent per day ( C 

D) 

• 

228.22 
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MODULE - III 

DETERMINATION OF SINGLE OCCUPANCY AND DOUBLE 
OCCUPANCY RATES 

Assuming that the average room rent works out to Rs. 222/-, and 
If the difference between the single and double occupancy rates Is taken 
as Rs. SO/-, and further that the double occupancy ratio is 30% of the 
total number of rooms occupied(the hotel having 100 rooms) the single 
occupancy rate and the double occupancy rate may be determined as 
follows 

Say single room rate is Rs. X, and double room rate is Rs. Y, the 
difference between the two being Rs. 50/- 

As 30% of 21,900 guest nights at 60% occupancy would 
be equal to 6,570 double occupancy, and the number of 
rooms sold on single occupancy basis would be IS, 330. 

Thus 6,570xY +15, 33QxX = Rs. 48.75 Lakhs (income to be recovered 

from room sales) 


15,330Y + 6,57QY *= Rs. 48.75 lakhs + 15, 330x Rs.50 

i.e. 21,900Y«Rs. 48.75 lakhs +Rs. 7.66 lakhs. 

21,900Y»Rs. 56.41 lakhs 

Y*•...§pLlUak ks ., = R s . 257.60 
21,900 

X =* 257.60-50.00 = Rs. 207.60 
Double room occupancy rate » Rs. 257.60 

Single room occupancy rate = Rs. 207.60 

TEST-CHECK 

Double occupancy 6, 57Ox Rs.257,60 = Rs. 16.92 lakhe. 
Single occupancy 15, 330x Rs. 207.60 «* Rs. 31.83 lakhs 
Required room sales R s. 48,75 lakhs 



